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Financial Turmoil
An Opportunity for Outsourcing

The bursting of the housing bubble has precipitated an
economic crisis not seen since the grim days of the mid
seventies. Would this financial turmoil spill over into the
IT domain and ring the death knell for emerging
technologies?

Or is this turmoil just a period of transition that will
ultimately benefit everyone?

Pi Business Research, 2008




Financial Turmoil - An Opportunity for Outsourcing

“Technology progresses more or less independently of the stock market. So for any given idea, the payoff
for acting fast in a bad economy will be higher than for waiting.”

- Paul Graham, Author, Programmer and Venture Capitalist

“Will Web 2.0 Survive the Financial Crisis?”

The headline in Businessweek was not unexpected, but the implications were like a bolt from the blue.

The bursting of the housing bubble has precipitated an economic crisis not seen since the grim days of
the mid seventies. Would this financial turmoil spill over into the IT domain and ring the death knell for
emerging technologies? The world's leading Information Technology Research Firm Gartner holds a
different view:

Gartner’s 2008 Hype Cycle:
Web 2.0 And Related Concepts Are Just Before,
In, Or Coming Out of Trough of Disillusionment

Figure 1. Hype Cycle for Emerging Technologies, 2008
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http://www.businessweek.com/managing/content/oct2008/ca20081017_192994.htm

According to their Hype Cycle for Emerging Technologies, 2008 report, Web 2.0 “will emerge within two
years to have transformational impact, as companies steadily gain more experience and success with
both the technologies and the cultural implications.”

Even if the outlook for cutting-edge technologies is positive, the economic downturn is forcing
companies to cut costs and freeze hiring. What is the way out of this dilemma? Gartner provides the
answer: Outsourcing.

“Buyers increasingly are moving work to lower-cost, offshore delivery centers.”
“The global outsourcing market continues to grow at a steady pace...”

- Gartner Press Release, 2008

Technology and market research company Forrester Research, Inc. holds a similar view. According to its
Global IT 2008 Market Outlook report, “IT consulting and outsourcing services will expand... demand for

IT outsourcing will increase by 9 percent this year.” (2008 Global IT Spending By Sector)

This continues the trend highlighted in a previous Forrester report on this subject last year, titled Clients
Plan To Continue Outsourcing Despite Cost Savings Concerns. In the report, analyst Bill Martorelli

contended that “Clients have substantial plans to outsource various IT activities, suggesting that
expectations for outsourcing industry growth are well founded, according to findings from Forrester's
Enterprise IT Services Survey...” The recent reports quoted earlier indicate that the trend remains
unchanged in spite of economic concerns.

A clearer picture about the steady growth in Outsourcing can be had from the guide published by the
Australian Government’s Information Management Office, which tracks and predicts the growth of IT
outsourcing globally.

Growth of worldwide IT outsourcing spend, ASb

(Graph on Page 4...)
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http://www.gartner.com/it/page.jsp?id=578307
http://www.forrester.com/go?docid=44429
http://www.forrester.com/Research/Document/Excerpt/0,7211,42845,00.html
http://www.forrester.com/Research/Document/Excerpt/0,7211,42845,00.html
http://www.forrester.com/Research/Document/Excerpt/0,7211,42845,00.html
http://www.finance.gov.au/Publications/guide-to-ict-sourcing/overview.html
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The above Gartner Research graph clearly indicates that that Outsourcing has been on a continuous
growth trend irrespective of the financial situation in the world. Gartner believes that the IT services
market will maintain its strength despite the present market condition.

“Despite the uncertain economic situation, the IT services market is expected to remain strong...”

- Gartner Press Release, 2008

In fact, the report states that the market is expected to top $1 trillion by 2012,

In the report Forecast: IT Services, Worldwide, 2008-2012, Gartner provides the details about how the
Worldwide IT Services market is expected to expand:

Worldwide IT Services End-User Spending by Segment (Millions of Dollars)

Segment 2007 2008 2009
Consulting 64,656 71,002 75,500
D&l 232,452 256,045 272,356
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IT Management 201,222 220,606 234,433

Process Management|110,694 121,353 132,250

Hardware Support 89,654 94,691 97,269
Software Support 49,346 55,409 60,636
Total Market 748,025 819,106 872,454

Source: Gartner (July 2008)

Other analysts concur with the view that outsourcing is inexorably on the rise. Some even go to the
extent of saying that an “Outsourcing Tsunami” is in the offing.

Ben Trowbridge, CEO of the outsourcing advisory firm Alsbridge, believes that “landslide economic
drivers will continue the global redistribution of labor to its natural location and push offshoring and
outsourcing to new heights. The speed of this move will be driven by continued high energy costs, the
restriction of capital access driven by the sub prime meltdown and low unemployment in technology and
accounting.”

- OQOutsourcing Tsunami, Transworldnews.com

The conclusion is evident.

“Business outsourcing may not be the most glamorous industry in the world but it is one of the few
bright lights amid the doom and gloom of the global financial crisis.”

- Agence France-Presse (Outsourcing to ride out global gloom)

A few may be uncomfortable with the idea, since outsourcing leads to shifting of jobs and consequently,
some people lose out in the process. But the recent outsourcing survey report by Ernst & Young,
Outsourcing: The Rise of Fragmentation (2008) paints a more holistic picture of this growing trend:

“Outsourcing has come of age. As the process of fragmentation of traditionally vertically integrated
business models continues, outsourcing is becoming widespread and is now firmly established...”

The report also outlines the multi-layered benefits of outsourcing:

“Outsourcing means different things to different people. Above all, to many it conjures up an image of
cheaper labor. Increasingly, however, it is being valued for its ability to provide additional flexibility and
workforce skills.”
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http://www.transworldnews.com/NewsStory.aspx?id=31420&cat=8
http://business.inquirer.net/money/topstories/view/20081113-171965/Outsourcing-to-ride-out-global-gloom
http://www.ey.com/Global/assets.nsf/International/AABS_Advisory_European_outsourcing_survey_2008/$file/AABS_Advisory_European_outsourcing_survey_2008.pdf

Outsourcing advantages
(% response rate)

What are the advantages of outsourcing for your
company?

At least one advantage 94%

Cost savings (and increase in productivity)
Better quality (including specific skills)

Improved strategic organization/alignment

More flexibility

0% 20% 40% 60% 80% 100%

Basis: companies outsourcing at least one function.

Source: Outsourcing Survey Report by Ernst & Young (2008)

Finally, the Ernst & Young report declares with absolute confidence, “Outsourcing is here to stay.”

This is the same note of finality that we see by an award-winning journalist in the CIO magazine:
“Let's just establish this fact first: | ncira owi.l"l r emai

- Stephanie Overby, 10 Outsourcing Predictions

In retrospect, these conclusions seem self evident. As the countries of the world grow more connected
to become a part of the global marketplace, outsourcing is bound to become the norm, irrespective of

the prevailing economic winds.

With a high level of expertise in emerging technologies, India is ideally poised to offer the high levels of
quality and innovation at a better price. The transition may be a period of shakiness, but in the end,
everybody wins. For businesses, this is the best time to take advantage of the opportunity of
outsourcing, utilizing low-cost but high quality destinations for products and services development at a
time of financial turmoil.
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http://www.cio.com/article/166108/_Outsourcing_Predictions_for_and_One_to_Grow_On_

